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their debt was related to the construction of the residence. The 
Bankruptcy	Court	and	District	Court	held	that	the	residence	had	
sufficient	relationship	to	the	farm	for	the	construction	debt	to	be	
considered farm debt and entitling the debtors to use Chapter 12. 
In re Reson Lee Woods, 2012 Bankr. LEXIS 748 (10th Cir. 
(BAP) 2012).
FEDERAL FARM
PROGRAMS
 CROP  INSURANCE.  The FCIC has adopted as final 
regulations amending the Common Crop Insurance Regulations, 
Onion Crop Insurance Provisions which provide policy changes, 
clarify  existing policy provisions to better meet the needs of 
insured producers, and reduce vulnerability to program fraud, 
waste, and abuse. The changes will be effective for the 2013 and 
succeeding crop years. 767 Fed. Reg. 13961 (March 8, 2012).
 FEDERAL ESTATE
AND GIFT TAXATION
 DISCLAIMERS. The decedent died during 2010.  The decedent 
had created a trust for the spouse which provided remainders to two 
trusts, one for the decedent’s issue and one for the decedent’s adult 
child.	The	first	remainder	trust	was	to	receive	an	amount	equal	to	
the GST exemption, with the reminder to go to the child’s trust. 
The spouse disclaimed all interest in the trust, probate property 
and the decedent’s interest in any jointly held property. The child 
also disclaimed any interest in the remainder trust. The IRS ruled 
that	the	disclaimers	were	valid	because	(1)	the	disclaimers	were	in	
writing,	(2)	the	disclaimers	were	executed	within	nine	months	after	
the	decedent’s	death,	(3)	the	spouse	and	child	did	not	receive	any	
of	the	disclaimed	property	and	(4)	under	state	law,	the	disclaimed	
property passed to the remainder holders. The IRS also noted that, 
because the decedent died in 2010, no estate tax was due and no 
GST tax was due for the direct skips to the remainder holders 
unless the estate made an election to apply the provisions of I.R.C. 
§ 1022.  Ltr. Rul. 201208005, Nov. 1, 2011.
 GENERATION SKIPPING TRANSFERS. Decedents had 
created a trust which became irrevocable on their deaths, prior 
to	September	25,	1985.	One	of	the	beneficiaries	was	a	co-trustee	
with an unrelated individual. The unrelated trustee became unable 
to	perform	 the	duties	 and	 the	 trust	beneficiaries	 sought	 a	 court	
amendment to the trust to provide for a replacement trustee and 
to  provide for future replacement trustees. The IRS ruled that the 
ANIMALS
 HORSES. The plaintiff was injured when the plaintiff’s horse 
was startled by dogs owned by the defendant. The plaintiff was 
riding on the defendant’s property at the time of the accident and 
was boarding the horse on the property. The defendant moved 
for summary judgment on the basis that the plaintiff assumed the 
risk of recreational horseback riding and the chance that the dogs 
would startle the horse was part of that risk. The court noted that 
the plaintiff had some riding experience and had received some 
training in dealing with startled horses. In addition, the plaintiff 
knew that the defendant had the dogs and liked to have them around 
when riding. The court upheld the trial court’s grant of summary 
judgment on the basis of assumption of risk.  Soloman v. Taylor, 
2012 NY Slip Op. 285 (N.Y. Sup. Ct. 2012).
BANKRUPTCY
CHAPTER 12
 AUTOMATIC STAY. The	debtor	filed	 for	Chapter	 12	 and	
owned only one main asset, real property on which the debtor 
used to operate a farm. The main creditor held a mortgage on that 
property and had begun foreclosure proceeding which were halted 
by	the	filing	of	two	prior	bankruptcy	cases	and	the	current	case.	
The property was valued at $133,000 and the lender had a claim 
for over $400,000 plus $12,000 in property taxes.  The lender 
sought	 relief	 from	the	automatic	stay,	under	Section	362(d),	 to	
complete the foreclosure.  The court noted that the debtor had no 
income from the property and no business assets to operate the 
farm. In addition, the debtor had not made any payments on the 
loan	for	over	five	years.	The	debtor	argued	that	the	property	was	
essential to a successful reorganization because, if the property 
was valued at $133,000 and the lender’s secured claim reduced to 
that amount, the remainder would be discharged as an unsecured 
claim.  The court rejected that method of creating a reorganization 
because, even at that value, the debtor had no income to pay that 
claim.  The court held that the lender would be granted relief from 
the automatic stay because the property was not necessary for a 
reorganization because no reorganization was likely. In re James 
Fall Flowers & Produce, LTD, 2012 Bankr. LEXIS 934 (Bankr. 
N.D. Ohio 2012).
 ELIGIBILITY. The debtors, husband and wife, had purchased 
ranch land in Colorado in 1999. In 2007, the debtors purchased 
another tract of land and obtained a construction loan in order to 
build a residence. When the construction was completed, the bank 
refused to convert the loan to a permanent loan and threatened 
foreclosure.	The	debtors	filed	for	Chapter	12	and	the	bank	argued	
that the debtors were not eligible for Chapter 12 because most of 
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amendment did not subject the trust to GSTT. Ltr. Rul. 201209003, 
Nov. 3, 2011.
 GIFT. The taxpayer received a lottery ticket as a gift and 
the ticket won over $10 million. The taxpayer claimed that the 
family, including her parents and siblings, had always agreed that 
they	would	share	in	any	lottery	winnings.	Before	the	prize	was	
claimed, the family formed an S corporation with various shares 
apportioned to each member, with the taxpayer receiving a 49 
percent share. The taxpayer then claimed the prize as president 
of the corporation.  The court held that the transfer of 51 percent 
of the winnings to the other family members was a gift because 
the	 taxpayer	 provided	 insufficient	 evidence	 of	 an	 enforceable	
contract to share the winnings. The gift was discounted because the 
taxpayer’s	co-workers	had	filed	a	claim	against	the	winnings	which	
was not resolved at the time of the gift to the family members. 
Dickerson v. Comm’r, T.C. Memo. 2012-60.
 The taxpayers created an irrevocable trust for their children and 
lineal descendants. One of the children is the trustee. The trust 
provided that the taxpayers had a limited testamentary power of 
appointment. Income and principal could be distributed at any 
time	for	a	beneficiary’s	health,	education,	maintenance,	support,	
wedding costs, purchase of a primary residence or business, or for 
any other purpose. Income and principal could also be distributed 
to	 a	 charitable	 organization.	Each	beneficiary	 could	withdraw	
an amount of property equal to the annual exclusion amount 
in any year in which a transfer is made to the trust. However, 
the withdrawal right may be voided by the trustee for additions 
made	to	the	trust	and	is	lost	if	a	beneficiary	attempts	to	enforce	
the withdrawal right in state court. The taxpayers argued that 
the testamentary power of appointment made any transfers to 
the trusts incomplete gifts. In a Chief Counsel Advice letter, the 
IRS ruled that, the power of appointment related only to the trust 
remainder because the trustee had control over the trust principal 
during the lifetime of the taxpayers.  The IRS also ruled that the 
withdrawal right was illusory because it could be voided at anytime 
without	recourse	to	state	courts;	therefore,	no	annual	exclusion	
was available for any property withdrawn under this provision. 
CCA 201208026, Sept. 28, 2011.
 STOCK. The decedent owned stock in a family S corporation. 
The decedent owned Class A stock which had 11.64 votes per share 
and	the	family	members	owned	Class	B	stock	which	had	one	vote	
per	share.	The	stock	agreement	for	the	Class	B	stock	provided	that	
the	Class	B	stock	would	be	converted	to	Class	A	stock	if	Class	B	
stock were sold or the decedent died. On the death of the decedent, 
the	decedent’s	stock	was	converted	to	Class	B	stock.	The	issue	was	
whether I.R.C. § 2704 applied to the conversion. I.R.C. § 2704 
provides:
	 “(a)	Treatment	of	lapsed	voting	or	liquidation	rights.	-
	 	 (1)	In	general.	—	For	purposes	of	this	subtitle,	if—
	 	 	 (A)	there	is	a	lapse	of	any	voting	or	liquidation	right	in	a	
corporation or partnership, and
	 	 	 (B)	the	individual	holding	such	right	immediately	before	
the lapse and members of such individual’s family hold, both 
before and after the lapse, control of the entity, such lapse shall 
be treated as a transfer by such individual by gift, or a transfer 
which is includible in the gross estate of the decedent, whichever 
is	applicable,	in	the	amount	determined	under	paragraph	(2).
	 	 (2)	Amount	of	transfer.—For	purposes	of	paragraph	(1),	
the amount determined under this paragraph is the excess (if 
any)	of—
	 	 	 (A)	 the	value	of	all	 interests	 in	 the	entity	held	by	 the	
individual	described	in	paragraph	(1)	immediately	before	the	
lapse (determined as if the voting and liquidation rights were 
nonlapsing),	over
	 	 	 (B)	 the	 value	 of	 such	 interests	 immediately	 after	 the	
lapse.”
The estate argued that the family members did not control the 
corporation because they did not have the ability to reinstate 
the voting rights of the Class A shares. The court disagreed and 
held that the family did have control of the corporation before 
and	after	the	transfer	of	the	voting	rights;	therefore,	the	value	of	
the Class A shares with the 11.64 votes per share was included 
in the gross estate.  Estate of Smith v. United States, 2012-1 
U.S. Tax Cas. (CCH) ¶ 60,640 (Fed. Cls. 2012).
FEDERAL INCOME 
TAXATION
 ALTERNATIVE MINIMUM TAX. The IRS has published 
information	about	the	alternative	minimum	tax	for	2011.	(1)	
Taxpayers may have to pay the AMT if their taxable income 
for regular tax purposes, plus any adjustments and preference 
items that apply to the taxpayer, are more than the AMT 
exemption	amount.	(2)	For	tax	year	2011,	Congress	raised	the	
AMT exemption amounts to the following levels: $74,450 for 
a	married	couple	filing	a	joint	return	and	qualifying	widows	
and	widowers;	$48,450	 for	 singles	 and	heads	of	household;	
$37,225	for	a	married	person	filing	separately.	(6)	The	minimum	
AMT exemption amount for a child whose unearned income is 
taxed at the parents’ tax rate was increased to $6,800 for 2011. 
Use the AMT Assistant at www.irs.gov to determine whether a 
taxpayer	may	be	subject	to	the	AMT.	Taxpayers	can	find	more	
information about the Alternative Minimum Tax and how it 
affects them by reviewing IRS Form 6251, Alternative Minimum 
Tax —Individuals. IRS Tax Tip 2012-47.
 DEPRECIATION. The IRS has issued a revenue procedure 
which	modifies	Rev. Proc. 2011-14, 2011-1 C.B. 330 and sets 
forth procedures by which a taxpayer may obtain the automatic 
consent of the Commissioner to change the taxpayer’s method 
of	accounting	provided	in	Temp.	Treas.	Reg.	§§	§§	1.167(a)-
4T,	1.168(i)-1T,	1.168(i)-7T,	and	1.168(i)-8T		for	taxable	years	
beginning on or after January 1, 2012. This change applies to 
a taxpayer who wants to change its methods of accounting to 
comply	with	Temp.	Treas.	Reg.	 §	 1.167(a)-4T	 for	MACRS	
property and certain depreciable intangible assets that the 
taxpayer placed in service after December 31, 1986, or with 
Temp.	Treas.	Reg.	§	1.168(i)-1T,	§	1.168(i)-7T,	or	§	1.168(i)-8T	
for MACRS property. Rev. Proc. 2012-20, I.R.B. 2012-14.
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 The	 IRS	 has	 issued	 tables	 detailing	 the	 (1)	 limitations	 on	
depreciation deductions for owners of passenger automobiles 
(and	for	trucks	and	vans)	first	placed	in	service	during	calendar	
year	2012	and	(2)	the	amounts	to	be	included	in	income	by	lessees	
of	passenger	automobiles	first	leased	during	calendar	year	2012.
 For passenger automobiles placed in service in 2012 the 
depreciation	 limitations	 are	 as	 follows,	 if	 additional	 (bonus)	
depreciation is claimed:
Tax Year Amount
1st tax year ............................................................ $11,160
2d tax year ................................................................ 5,100
3d tax year ................................................................ 3,050
Each succeeding year ............................................... 1,875
 For trucks and vans placed in service in 2012 the depreciation 
limitations	are	as	follows,	if	additional	(bonus)	depreciation	is	
claimed:
Tax Year Amount
1st tax year ............................................................ $11,360
2d tax year ................................................................ 5,300
3d tax year ................................................................ 3,150
Each succeeding year ............................................... 1,875
 For passenger automobiles placed in service in 2012 the 
depreciation	 limitations	 are	 as	 follows,	 if	 additional	 (bonus)	
depreciation is not claimed:
Tax Year Amount
1st tax year .............................................................. $3,160
2d tax year ................................................................ 5,100
3d tax year ................................................................ 3,050
Each succeeding year ............................................... 1,875
 For trucks and vans placed in service in 2012 the depreciation 
limitations	are	as	follows,	if	additional	(bonus)	depreciation	is	
not claimed:
Tax Year Amount
1st tax year .............................................................. $3,360
2d tax year ................................................................ 5,300
3d tax year ................................................................ 3,150
Each succeeding year ............................................... 1,875
For	leased	passenger	automobiles,	I.R.C.	§	280F(c)	requires	a	
reduction in the deduction allowed to the lessee of the passenger 
automobile. The reduction must be substantially equivalent to the 
limitations on the depreciation deductions imposed on owners 
of	 passenger	 automobiles.	Under	Treas.	Reg.	 §	 1.280F-7(a),	
this reduction requires a lessee to include in gross income an 
inclusion amount determined by applying a formula to the 
amount obtained from tables included in the revenue procedure. 
Each table shows inclusion amounts for a range of fair market 
values for each taxable year after the passenger automobile is 
first	 leased.	 	Under	 prior	 law,	 I.R.C.	 §	 280F(a)(1)(C), which 
directed the use of higher depreciation deduction limits for 
certain electric automobiles, was applicable only to property 
placed in service after December 31, 2001 and before January 
1, 2007. Accordingly, separate tables are no longer provided for 
electric automobiles, and taxpayers should use the applicable 
table provided in this revenue procedure. Rev. Proc. 2012-23, 
I.R.B. 2012-14.
 DISCHARGE OF INDEBTEDNESS. The IRS has published 
information	 about	mortgage	 debt	 forgiveness.	 (1)	Normally,	
debt forgiveness results in taxable income. However, under the 
Mortgage Forgiveness Debt Relief Act of 2007, taxpayers may 
be able to exclude up to $2 million of debt forgiven on a principal 
residence.	(2)	The	limit	is	$1	million	for	a	married	person	filing	a	
separate	return.	(3)	Taxpayers	may	exclude	debt	reduced	through	
mortgage restructuring, as well as mortgage debt forgiven in a 
foreclosure.	(4)	To	qualify,	the	debt	must	have	been	used	to	buy,	
build or substantially improve a taxpayer’s principal residence 
and	be	secured	by	that	residence.	(5)	Refinanced	debt	proceeds	
used for the purpose of substantially improving the taxpayer’s 
principal	residence	also	qualify	for	the	exclusion.	(6)	Proceeds	of	
refinanced	debt	used	for	other	purposes	–	for	example,	to	pay	off	
credit	card	debt	–	do	not	qualify	for	the	exclusion.	(7)	Taxpayers	
claim	the	special	exclusion	by	filling	out	Form	982,	Reduction	of	
Tax Attributes Due to Discharge of Indebtedness, and attaching 
it to the federal income tax return for the tax year in which 
the	qualified	debt	was	 forgiven.	 (8)	Debt	 forgiven	on	 second	
homes, rental property, business property, credit cards or car 
loans does not qualify for the tax relief provision. In some cases, 
however,	other	tax	relief	provisions	–	such	as	insolvency	–	may	
be applicable. IRS Form 982 provides more details about these 
provisions.	(9)	If	a	taxpayer’s	debt	is	reduced	or	eliminated,	the	
taxpayer normally will receive a year-end statement, Form 1099-
C, Cancellation of Debt,	from	the	lender.	By	law,	this	form	must	
show the amount of debt forgiven and the fair market value of 
any	property	foreclosed.	(10)	Taxpayers	should	examine	the	Form	
1099-C carefully and notify the lender immediately if any of the 
information shown is incorrect. Taxpayers should pay particular 
attention	 to	 the	 amount	of	debt	 forgiven	 in	Box	2	 as	well	 as	
the	value	listed	for	the	home	in	Box	7.	For	more	information	
about the Mortgage Forgiveness Debt Relief Act of 2007, visit 
www.irs.gov. See also IRS Publication 4681, Cancelled Debts, 
Foreclosures, Repossessions and Abandonments. Taxpayers can 
also use the Interactive Tax Assistant available on the IRS website 
to determine if cancelled debt is taxable. IRS Tax Tip 2012-39.
 EMPLOYEE EXPENSES. The taxpayers, husband and wife, 
were employed as an airline pilot and a teacher respectively. 
Both	claimed	deductions	for	unreimbursed	employee	expenses.	
The husband included expenses for travel from the residence to 
airfields.	The	court	disallowed	a	deduction	for	these	expenses	
as non-allowed commuting expenses. The other expenses 
claimed were substantiated only by tax return preparation sheets 
and a bank statement for one month. The court disallowed 
these expenses for lack of substantiation. The wife’s claimed 
expenses were also disallowed because the wife could have 
received reimbursement for the expenses. Gritz v. Comm’r, 
T.C. Summary Op. 2012-20.  
 HOBBY LOSSES. The taxpayer was employed as an attorney 
and also submitted Schedule C for a consulting business. The 
consulting business produced only losses and offset substantial 
income	 from	 the	 taxpayer’s	 law	firm	 income.	The	court	held	
that the taxpayer could not deduct the losses from the consulting 
business  because the consulting business was not entered into 
with	the	intent	to	make	a	profit,	based	on	these	factors:	(1)	the	
activity was not carried on in a business-like manner because the 
taxpayer	did	not	prepare	any	business	or	profit	plans,	profit	or	
loss	statements,	balance	sheets,	or	financial	break-even	analyses;	
(2)	the	taxpayer	did	not	devote	substantial	time	to	the	activity;	
(3)	the	activity	only	had	losses	and	no	profits;	and	(4)	the	losses	
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offset substantial income from other sources.  Strode v. Comm’r, 
T.C. Memo. 2012-59.
 HOME MORTGAGE INTEREST. The taxpayers were not 
married and purchased two residences, each owned jointly. Each 
taxpayer paid a portion of the mortgage interest on each property. 
The total mortgage interest paid exceeded $2 million. Each 
taxpayer claimed their individual mortgage interest payments 
as	a	mortgage	 interest	deduction.	Based	on	CCA 200911007, 
March 13, 2009, the IRS limited the total interest deduction to 
the amount of interest on $1.1 million, allocating a portion of 
the allowed interest deduction to each taxpayer based on the 
proportion paid by each taxpayer.  The taxpayers argued that 
the deduction limit (interest up to an amount for a mortgage 
indebtedness	of	$1.1	million)	was	allowable	for	each	taxpayer.	
The IRS calculation was based on a limitation applied to both 
residences. The court agreed with the IRS, holding that the 
deduction was limited to $1.1 million of indebtedness for each 
home owned by the taxpayers jointly.  Sophy v. Comm’r, 138 
T.C. No. 8 (2012).
 INDEPENDENT CONTRACTOR. The taxpayer worked 
at several jobs, including as a mortgage loan officer. The 
taxpayer owned 33 percent of the mortgage company. The 
taxpayer performed most of the work either in the taxpayer’s 
home or on the road. The taxpayer did not receive any clients 
from the mortgage company and received payment only 
through commissions. The court held that the taxpayer was 
an independent contractor because the mortgage company 
did not control the taxpayer’s working hours, provide space 
for performance of the taxpayer’s duties and did not provide 
clients. The taxpayer was allowed to claim business expenses on 
Schedule	C,	including	mileage,	gifts	for	clients	and	home	office	
expenses.  Cibotti v. Comm’r, T.C. Summary Op. 2012-21.
 PARTNERSHIPS
	 PARTNER’S	DISTRIBUTIVE	SHARE.	The	taxpayer	created	
a partnership with another person to operate a restaurant. The 
taxpayer had a 40 percent interest in the partnership. In 2008, 
the other partner shut-out the taxpayer from participating in the 
restaurant operation and refused to let the taxpayer see the books. 
The	other	partner	filed	a	Form	1065	for	the	partnership	and	filed	
a Form K-1 for the taxpayer, showing the taxpayer’s share of 
income as $22,544. The taxpayer did not include this amount on 
the taxpayer’s Schedule E, arguing that the distributive share was 
not taxable because the taxpayer did not receive any distributions 
from the partnership. The court held that the IRS proved that the 
taxpayer	owned	a	40	percent	share	of	the	partnership	in	2007;	
therefore, the taxpayer’s 40 percent share of partnership income 
was taxable to the taxpayer. The court held that the fact that the 
taxpayer did not receive any distribution was irrelevant to the 
taxable nature of the taxpayer’s share of partnership income. 
Martignon v. Comm’r, T.C. Summary Op. 2012-18.
 PENALTIES. The Internal Revenue Service has announced a 
major expansion of its “Fresh Start” initiative to help struggling 
taxpayers by taking steps to provide new penalty relief to the 
unemployed and making installment agreements available to 
more people.  Penalty Relief. The IRS announced plans for new 
penalty relief for the unemployed on failure-to-pay penalties, 
which	 are	 one	 of	 the	 biggest	 factors	 a	 financially	 distressed	
taxpayer faces on a tax bill. To assist those most in need, a six-
month grace period on failure-to-pay penalties will be made 
available to certain wage earners and self-employed individuals. 
The request for an extension of time to pay will result in relief 
from the failure to pay penalty for tax year 2011 only if the 
tax, interest and any other penalties are fully paid by Oct. 15, 
2012.  The penalty relief will be available to two categories of 
taxpayers:	(1)	Wage	earners	who	have	been	unemployed	at	least	
30 consecutive days during 2011 or in 2012 up to the April 17 
deadline	for	filing	a	federal	tax	return	this	year.	(2)	Self-employed	
individuals who experienced a 25 percent or greater reduction in 
business income in 2011 due to the economy.  This penalty relief 
is subject to income limits. A taxpayer’s income must not exceed 
$200,000	if	he	or	she	files	as	married	filing	jointly	or	not	exceed	
$100,000	if	he	or	she	files	as	single	or	head	of	household.	This	
penalty relief is also restricted to taxpayers whose calendar year 
2011 balance due does not exceed $50,000. Taxpayers meeting the 
eligibility criteria will need to complete a new Form 1127A to seek 
the 2011 penalty relief. The failure-to-pay penalty is generally 
one-half of 1 percent per month with an upper limit of 25 percent. 
Under this new relief, taxpayers can avoid that penalty until Oct. 
15,	2012,	which	is	six	months	beyond	this	year’s	filing	deadline.	
However, the IRS is still legally required to charge interest on 
unpaid back taxes and does not have the authority to waive this 
charge, which is currently 3 percent on an annual basis. Even 
with the new penalty relief becoming available, the IRS strongly 
encourages	taxpayers	to	file	their	returns	on	time	by	April	17	or	
file	for	an	extension.	Failure-to-file	penalties	applied	to	unpaid	
taxes remain in effect and are generally 5 percent per month, also 
with a 25 percent cap. Installment Agreements. The Fresh Start 
provisions also mean that more taxpayers will have the ability to 
use streamlined installment agreements to catch up on back taxes. 
The threshold for using an installment agreement without having 
to	supply	the	IRS	with	a	financial	statement	has	been	raised	from	
$25,000	to	$50,000.	This	is	a	significant	reduction	in	taxpayer	
burden. Taxpayers who owe up to $50,000 in back taxes will 
now be able to enter into a streamlined agreement with the IRS 
that stretches the payment out over a series of months or years. 
The maximum term for streamlined installment agreements has 
been raised to 72 months from the current 60-month maximum. 
Taxpayers seeking installment agreements exceeding $50,000 
will still need to supply the IRS with a Collection Information 
Statement	(Form	433-A	or	Form	433-F).	Taxpayers	may	also	pay	
down their balance due to $50,000 or less to take advantage of this 
payment option. An installment agreement is an option for those 
who cannot pay their entire tax bills by the due date. Penalties are 
reduced, although interest continues to accrue on the outstanding 
balance. In order to qualify for the new expanded streamlined 
installment agreement, a taxpayer must agree to monthly direct 
payments. Taxpayers can set up an installment agreement with 
the	IRS	by	going	to	the	On-line	Payment	Agreement	(OPA)	page	
on www.IRS.gov and following the instructions. These changes 
supplement a number of efforts to help struggling taxpayers, 
including the “Fresh Start” program announced last year. Offers-
in-Compromise. An offer-in-compromise is an agreement between 
a taxpayer and the IRS that settles the taxpayer’s tax liabilities 
for less than the full amount owed. Generally, an offer will not be 
provided to the taxpayers included numerous disclaimers as to 
the unreliability of the tax claims and the taxpayer should have 
realized	that	the	generous	tax	benefits	were	sufficiently	suspicious	
to warrant further investigation, more than the reliance on the 
advice of the partnership promoter. On appeal, the appellate court 
reversed, holding, without much explanation, that the taxpayer had 
made	sufficient	investigation	into	the	reliability	of	the	tax	claims	
to prevent imposition of the  negligence penalty. The appellate 
decision is designated as not for publication. Altman v. Comm’r, 
2012-1 U.S. Tax Cas. (CCH) ¶ 50,215 (9th Cir. 2012), rev’g, 
T.C. Memo. 2008-290.
 TRADE OR BUSINESS. The taxpayer was employed full 
time as a regional sales manager and received wages for that 
employment.	The	taxpayer	also	filed	a	Schedule	C	for	a	marketing	
business, for which the taxpayer had no income but claimed 
deductions for training costs, telephone, internet and dues and 
subscriptions. The court held that the marketing business was 
not	undertaken	for	profit,	was	not	carried	on	with	continuity	and	
regularity and was not a going concern. The court upheld the 
IRS disallowance of all Schedule C deductions.  Henderson v. 
Comm’r, T.C. Memo. 2012-54.
 TRAVEL EXPENSES. The taxpayer was a lawyer who claimed 
deductions	for	travel	from	the	taxpayer’s	home	to	the	law	firm	and	
to meetings with clients. The taxpayer claimed to have performed 
a substantial amount of legal work in the taxpayer’s home but 
did	not	claim	any	expenses	for	use	of	a	home	office.	The	court	
agreed with the IRS that the travel was non-deductible commuting 
expense because the taxpayer’s home was not the principal place 
of business.  Wolf v. Comm’r, T.C. Summary Op. 2012-22.
STATE TAXATION OF 
AGRICULTURE
 AGRICULTURAL USE. The plaintiffs owned three contiguous 
parcels of rural property of just over 14 acres for which they sought 
agricultural	classification	under	Minn	Stat.	§	273.13	for	property	
tax	purposes.	Two	of	the	parcels,	just	under	five	acres,	were	used	
for a barn and pasture. The third parcel contained the residence on 
one	acre,	two	acres	of	Department	of	Natural	Resources	classified	
wetland, and the balance in woods and waste. The plaintiffs did 
not harvest trees from the woods. The plaintiffs kept two horses 
and two turkeys on the third property and did not use any of the 
woods as pasture. The statute required at least 10 acres used for 
agricultural purposes before the special tax valuation provisions 
would apply. The plaintiffs argued that, because the wooded land 
was available for pasture, the whole parcel should be considered 
agricultural. The court noted that the woods were not fenced or 
actually used for pasture. The court held that the third parcel was 
not	being	used	for	agricultural	purposes;	therefore,	the	plaintiffs	
did not have at least 10 acres used for agricultural purposes and 
the property was not eligible for special valuation.  Jacobsen v. 
County of Washington, 2012 Minn. Tax LEXIS 1 (Minn. Tax 
Ct. 2012).
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accepted if the IRS believes that the liability can be paid in full as 
a lump sum or through a payment agreement. The IRS looks at the 
taxpayer’s income and assets to make a determination regarding 
the taxpayer’s ability to pay. A series of eight short videos are 
available to familiarize taxpayers and practitioners with the IRS 
collection	process.	The	series	“Owe	Taxes?	Understanding	IRS	
Collection Efforts,” is available on the IRS website, www.irs.gov. 
IR-2012-31.
 PENSION PLANS. For plans beginning in March 2012 for 
purposes of determining the full funding limitation under I.R.C. § 
412(c)(7),	the	30-year	Treasury	securities	annual	interest	rate	for	
this period is 3.11 percent, the corporate bond weighted average is 
5.61 percent, and the 90 percent to 100 percent permissible range 
is 5.05 percent to 5.61 percent.  Notice 2012-24, I.R.B. 2012-13.
 QUALIFIED INVESTMENT CREDIT FACILITY. The 
taxpayer operated a wind turbine electricity production facility. 
In order to provide electricity at variable rates and times, the 
taxpayer constructed a storage devise to store generated electricity 
when generation exceeded demand and when generation was less 
than	demand.	The	IRS	ruled	that	the	storage	device	was	qualified	
property	at	a	qualified	investment	credit	facility	under	I.R.C.	§	
48(a)(5)	eligible	for	investment	credit	for	the	full	cost.	The	IRS	
also ruled that the investment credit claimed on the storage device 
would	be	subject	to	recapture	under	I.R.C.	§	50(a)(1).		Ltr. Rul. 
201208035, Oct. 27, 2011.
 REPAIRS. The IRS has issued a revenue procedure which 
modifies	Rev. Proc. 2011-14, 2011-1 C.B. 330 and sets forth 
procedures by which a taxpayer may obtain the automatic 
consent of the Commissioner to change the taxpayer’s method 
of accounting provided in Temp. Treas. Reg. §§ 1.162-3T, 1.162-
4T,	1.263(a)-1T,	1.263(a)-2T,	and	1.263(a)-3T	for	taxable	years	
beginning on or after January 1, 2012. This change applies to a 
taxpayer who wants to change from capitalizing under I.R.C. § 
263(a)	amounts	paid	or	incurred	for	tangible	property	to	deducting	
these amounts as repair and maintenance costs under I.R.C. § 162 
and Treas. Reg. § 1.162-4T. Rev. Proc. 2012-19, I.R.B. 2012-14.
 SELF-EMPLOYMENT. The taxpayer had self-employment 
income	for	the	tax	year	involved	but	failed	to	timely	file	a	return	
and pay tax on the self-employment income.  After the IRS 
assessed	a	deficiency,	the	taxpayer	claimed	an	offset	from	a	net	
operating loss carried forward from a previous tax year. The 
taxpayer argued that the loss carryforward decreased the amount 
of self-employment income. The court held that, under Treas. Reg. 
1.1402(a)-7,	net	operating	losses	carried	forward	cannot	be	used	to	
offset self-employment income.  DeCrescenzo v. Comm’r, T.C. 
Memo. 2012-51.
 TAX SHELTERS. The taxpayers had invested $5,000 cash and 
a promissory note for $9,250 in a 6.67 percent partnership interest 
in a jojoba limited partnership. The taxpayers claimed over $12,000 
in losses as their share of the partnership losses. The partnership 
was determined to be not entitled to the losses and the taxpayers 
were also denied the use of the losses. In this case, the taxpayers 
were found to have failed to use due care in making the investment 
in that the taxpayers failed to make any investigation into the 
propriety of the losses other than the information supplied by the 
partnership promoter. The Tax Court noted that the information 
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AGRICULTURAL TAX SEMINARS
by Neil E. Harl
                         May 7-8, 2012                 I-80 Quality Inn, Grand Island, NE
 The seminars will be held on Monday and Tuesday from 8:00 am to 5:00 pm. Registrants may attend one or both days, with separate pricing 
for each combination. On Monday, Dr. Harl will speak about farm and ranch income tax. On Tuesday, Dr. Harl will cover farm and ranch estate 
and business planning. Your registration fee includes written comprehensive annotated seminar materials for the days attended and lunch. Visit 
www.agrilawpress.com to register online.
 The topics include:
 The seminar registration fees for current subscribers to the Agricultural Law Digest, the Agricultural Law Manual, or Farm Estate and 
Business Planning	(and	for	each	one	of	multiple	registrations	from	one	firm)	are	$225	(one	day)	and	$400	(two	days).
 The registration fees for nonsubscribers	are	$250	(one	day)	and	$450	(two	days).	Nonsubscribers	may	obtain	the	discounted	fees	by	purchasing	
any one or more publications. See www.agrilawpress.com to register online and/or to purchase publications online.
 Contact Robert Achenbach at 360-200-5666, or e-mail Robert@agrilawpress.com for a brochure.
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 Discharge of indebtedness
 Taxation in bankruptcy.
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FARM ESTATE AND 
BUSINESS PLANNING
New Legislation 
The Liquidity Problem
Property Held in Co-ownership
 Federal estate tax treatment of joint tenancy
 Severing joint tenancies and resulting
    basis 
 Joint tenancy and probate avoidance
 Joint tenancy ownership of personal property
 Other problems of property ownership
Federal Estate Tax
 The gross estate
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 Property included in the gross estate
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 Claiming deductions from the gross estate
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 The regular method of income taxation
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 Dissolution and liquidation
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Social Security
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Monday, May 7, 2012
FARM INCOME TAX
New Legislation
Reporting Farm Income
 Leasing land to family entity
 Constructive receipt of income
 Deferred payment and installment payment
  arrangements for grain and livestock sales
 Using escrow accounts
 Payments from contract production
 Items purchased for resale
 Items raised for sale
 Crop insurance proceeds
 Weather-related livestock sales
 Sales of diseased livestock
	 Reporting	federal	disaster	assistance	benefits
 Gains and losses from commodity futures
Claiming Farm Deductions
 Soil and water conservation expenditures
 Fertilizer deduction election
 Depreciating farm tile lines
 Farm lease deductions
 Prepaid expenses
 Preproductive period expense provisions
 Regular depreciation, expense method
  depreciation, bonus depreciation 
 Paying rental to a spouse
 Paying wages in kind
 Section 105 plans
Sale of Property
 Income in respect of decedent
 Sale of farm residence
 Installment sale including related party rules
 Private annuity
 Self-canceling installment notes
 Sale and gift combined.
